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ABSTRACT 


cnc NUUS Public Works Centers (PWC's) 
have rilled their industrial fund customers on the 
basis of stabilized rates. The effectiveness of this 
rate stabilization is addressed using PWC San Diego as 


the Bodel activity. 


Tie SESS (1) explores the policy of rate 
stabilization with its advantages and disadvantages, 
(2) attemcts to determine whether budgeting is more 
effective using rate stabilization rather than 
previous methods and (3) assesses the impact of rate 
Stabilization on PWC management. The authors conclude 
ma ChE ECD SE Tate stabilization far outweigh 
its shortcomings by providing significant management 
incentives and a better system for budgeting. Sources 
DIE TE. Or ıinceiude official correspondence and 
B2pOrcS and anterwmbews at CoD, NAVCOMPT,  NAVFAC, ا‎ 


San Diego and its customer activities. 
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ASIEN TROE UWEMEON 


Within the Navy's industrial complex lies control of the 
EM ES of Tleet operating and support units. In the 
Navy's budget each year, funds are programmed to overhaul, 
maintain and repair ships, aircraft and real property, as 
well as provide normal day-to-day services suca as 
teanspertatiorn, heat, ligut and water. All of these 
maintenance and day-to-day services are provided by the 
yaw S6 industrial “complex. The ultimate objective cf this 
system is to maintein a predetermined level of material 
readiness. This level of readiness is greatly affected by 
the ability of the industrial complex to achieve its mission 
a come losing reguired work on all programmed units 


Chin tne funds provided by Conaress. (Ref 7] 


This thesis addresses the issue of£ the 'stabilized rate! 
corcept, a method of billing and reiabursement, as ut 
BEE Public "WNorks Center (PWC), San Dieqdo, fcr the 
Navy community it serves. The San Diego community is o 
size adequate to be analyzed by this thésis and PHC San 
E 


Diego is representative enough of all Public Works Cents 
O 


ct 


be a surrogate for the entire PWC community. 


CE ER TS THS PROBLEM 





In hewpaser years, in a climate of stabilized "economic 
Sonde trousse at was a relatively simple matter to determine 
araceli: Ot ships required overhaul during a 
given fiscal year and that a specific amount of work needed 
oD. dons. BEB DIVING the rates for services of tne 
Mt cal activety that would accomplish the work, the 
total cost or each overhaul was determined and appropriate 


funds were budgeted and approved by Congress. 


As the economic world began to experience - 
inflation aided by various shortages in petroleum and other 
materials, the industrial activities attempted to keep pace 
by adjusting their rates upward to cover increased costs. 
ظط‎ a e ene Of all this was that appropriated 
dollars were used up faster than expected and the end result 
was fewer ships than programmed could be overhauled. Iis 
directly affected fleet readiness and proved to be 


embarrassing to the Navy when dealing with Congress. 


While increased costs were not the only reasons for 
failure to meet overhaul, repair and maintenance program 
7-۰۰٠٠ ۷۹٠-٠٠٠٠٦٦." ط۰۹۶‎ ۹0 "provided both the Navy Industrial 
mend (NIP activities and customers a Simple and 
understandable excuse that masked other management faults. 


CSET | 


AlS. the utility "of achieving any change in the 
zunding system through Congress and the trenendous loss in 
۳۰۰۰۰٠٠٦٦ ٣٠۰٠٠٣٣٠۶٠٣ Of any attempt to move the industrial 
activities away from the industrial funding concept, 
Devartment cf Defense (DOD) managers determined that only 


two realistic alternatives were available, as follows: 


13 Continue SS eS COS fluctuations tc “he 
appropriated funds and acknowledge that program goals night 


MOE oe] met, or 





ee US ncs Listo absord increases or decreases in 
costs. [Ref 19] 


As originallv conceived, the NIF concept recovered all 
SES MOE. O erations “em an annual basis. As a start up 
mechanisn, a working capital corpus (or pot of money) was 
furnished each NIF activity. As the corpus was depleted by 
paying salaries and other costs, it was replenished by 
customer payments EOT purchased services. By using 
traditional 66 9 accounting and management 
techniques, the activity attempted to operate on a break 
even or zero profit basis by adjusting the rates it charged 


DOR Sserwices. 


Rates changed very little during periods of stable 
eccnomic conditions as alluded to previously and by nature, 
the rates were 'stabilized'. From this came the concept for 
the second alternative, Rate Stabilization. Joder this 
comecept Industrial activities establish their rates far 
enough in advance to allow the customers to budget for the 
next fiscal year's work and these rates are then frezen for 
that entire fiscal year. leeordıngly mans ٦380571 
activity has to forecast rates as much as 19 months in the 
museo TE unanticipated CoE Ine reases occur, the 
industrial activity must operate at a loss and this loss is 
ERIS Ecneccor9us. —urthsrmore, Ev the time a gain or 
loss is rsaiized, the next year's rates have already teen 


set. As a result, inhemüenmisbiedlepeamlsslosseiserecoveredin* 


In effect, 





extends the industrial fund operation from an annual to 


S 
pu ccnisslras)s.  PRet 7,8] 


Overall, the policy ot stabilizing the rate throughout 
€ T 


1 
the budgeting and xecution phase shculd ensure tae 


۶ ٤ 


10 





1. Customer activities ohtain the number of units of 
Ecpucepienned FOL ın the budget. [Ref 7,8,19,21] 


2. industrial fund managers devote closer attention to 
the rate development process and management of the overhead 
aec ountS. [Ref 19,21] 


Given the inherent problems of continuing operations 
= 


during e 


(D 


porcino ۶ double digit inflation, high level 
sūüpport for rate stabilization grew. In 1975, DoD issued a 
ھ71٣6‎ that Faces for all industrial funded activities 
would be stabilized during FY 76 and that all customers 


would be tilled on the basis of predetermined rates. 


The rate stabilization program was implemented in the 
Military Sealift Command in 1973, at the Naval Air Rework 
Macilities @MARF"s) on 1 July 1975, and at the Public Works 
entes (except ror direct labor charge) on 1 1۷۰ 
PWO"S)) Stenijdizea direct labor charges on 1 January 1976. 
All other industrial fund activities implemented rate 


cari October 19760:‏ ج906 31 -<>-۔ 
um Venom hc? LV =‏ 


to =.valuate the 


pa 
Ui 


2-5 910 of “this thesis 


SCC ENS. of the rate 


Ui 


pabidsmXdtrono»ollicy upon tae 
nd its 


- 
er 


Public Works Center, San Diego, a customer activities. 
, 


Pais wb done by: 


٠ٹ‎ enınation of the objectives of the stabilized 


jac One, Of the >) impact upon the 


V 
EE Nec apad 5udgeting process at the PWC and at the 





customer activities. 


Bs Determination of the impact upon the management and 
Management processes at tne PHC and at the customer 


Fecivitiss, 
DA THESES APPROACH 


The approach was two-ohased. ESE a subjective 
evaluation cf the advantages and disadvantages of rate 
-.-. nza on to both the NIF manager and the customer 
activity was made. Then, an objective analysis of budget 
data was undertaken to datermine if better budgeting 
performance- is being achieved from rate stabilization. To 
accomplish this analysis, budget data from before and after 
rate stabilization was collected and personal interviews 
were conducted with representatives of the Ol TORING 
activities during the period of May-June 1977: 

1. Department of De 
CEE Ge o a the (Co 


Naval Pacilities Engineering Command (NAVFAC). 


NO 


ptroller of the Navy (NAVCOMPT). 


4 w 


< aC San Dieqo. 


Uu 


Customers or the PWC San Diego, such as: 

a. Naval Station, San Diego 

t. Naval Air Station, North Isiand 

c. Naval Regional Medical Center, San Diego 
d. Naval Amphibious Base, Coronado 

=, Naval Training Center, San Diego 


f. Naval Ocean Systens Center, San Diego. 





TOES BACKGROUND 


À. ENT SODUCTION 


Public Werks Center, San Diego (PWCSD), has been used as 
ural for all eight of the PWC's. PRC's report to the 
d 


let, Naval Facilities Engineering Command (NAVFAC), via 


the appropriate Engineering Picid Division. Their mission 
> the E E range oriu blic works services: 
Me eS facilities maintenance, housing, transportation, 


engineering services, shore facilities planning support and 
I SEE: PUDE ROEKS support required by operating forces, 
devendent activities and other commands located at and in 
Mee vicinity Of the naval complex being served by a PNC. 
All the above support is provided on a reimbursable basis 
except fcr engineering services, which are funded directly 
by NAVPAC. 





X, 


Custcmers, therafore, are a captive audience of the Pi 


€ 
and it is incumbent on the PWC managers to provide the most 


service for the dollar to insure maximum reaiiness a: 


le رع‎ 


performance or the Navy's shore establishment. To he 
voller 


TO: 
the Navy enduser’al Pund eure) concept and Reh 


hp ey 


achieve this goal, two major management tools have 


> 


(b 
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dapil ization it NIF activities. 


Secrwens B through G of this chapter provides a brief 
outline o the NIF and PWC history and operational 
procedures, while Sections I, J and K provide a deeper 
exploration of rate stabilization with its attendant 


advantages and disadvantages. 


EDU eT INDUSTRIAL FUND AND THE NAVY PUBLIC WORKS 
COWT ER 


eae cOnbye son NIF goes back to the National Security 
Act of 1947 and directly to the TITLE IV amendment to the 


t 


( 


DD GE aS whtch required the Secretary of Defense to 
estanlish wcerking capital funds in the Department of 
Defense, Pursuant to this, the Navy Industrial Fund was 
Established in i949 ander the provisions 10 U.S. Code 2208. 
[Ref 5] This resulted in token establishment of a few NIP 
few aes perce tne: Dally the printing stations. Supported py 
the success of these early conversions and thoroughly 
strengthened by the recommendation of the Hecver Commission 
of 1955, many additional conversions were undertaken. 
pue other prospects for conversion were ordnance plants, 
aircrazt overhaul and repair facilities, public works 
Een newsloweapDors facilities, the Military Sealirt 
Ccmmand and shipyards. 

From this meager beginning, NIF activities now do cver 0 
Elson  dellars of business each year. The sight Navy 


MMC Works centers account for over 8600 miliion 007005 of 


HA 


ge total. 
the PC's ha 


phe 9" 


t is interesting to note that the success of 


tn 


motivated the Army and Air Force into adcpting 


H+. 


rJ 
(0 


WEM 


۲1 


۔-٠۰۰۰۰‎ ۰ ۰ ح9۱57‎ ۲ ٠۱00 512 23110 2709 in 


puceerena 3 a combined ef*tort that establishes tuc Sn 
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meno Real Eroperty Maintenance Agency in the San Antonio, 
eras, area. This agency will provide real property 
Maintenance for four Air Force Bases and one Army Fort. 
muet 33] 


Operations and accounting procedures of the NIF 
Meat vitlies are governed initially by DOD Directive 7410.4. 
[Ref 1] These regulations are further expanded in the Navy 
Compmrollem Manual [Ref 2] with specific accounting 
Procedures for PWC's contained in the Navy Industrial Fund 
pea bOook, NAVSO P-1718. {Ref 3] 


The principle advantages of the NIF activity have been 


described as providing: 


ie More effective means of determining costs for goods 


and services as a basis for billing customers. 


2X Ec ctrective and flexible means for financing, 


budgeting and accounting for operations. 


3. Greater sense of responsibility and restraint in the 
ordering c£ goods and services based upon availability of 


funds. 


d e eet and rapid control of the guantity of 


Sport activities. 


Sim A mere complete consumption type budget and 
mecoln- ings structure by which costs of goods and services 
furnished may ke budgeted and accounted for und 


er 
Eo al or runctlıon for which they nave an end use. (Ref 4] 


EDU CESRATIONAI PROGEDURES 





Bach NIF organization is different depending on its 
mission; however, each one is built around the central 
wemksng capital or revolving fund concept. In simple terns, 
this means that a central fund, i.e.,  'corpus' provides 


Ns ng captial to an industrial activity in sufficient 


amcunt to finance operations until such time that 
reimbursesents from customers are received. These 
reimbursements then tun continued Operations. 


Theoretically, once started, the NIF activity should bs self 
generating, Bel reimbursements cover the Coste. 202 


operations. 


The NIF system utilizes the market system of accounting, 


ja. 


.9., accrual double entry bookkeeping. With the use of 
this standard method of accounting, the tried and troven 
concepts or industrial managerial accounting are available 
for close control of the system. The system makes classical 
use of ledger accounts, assets, liabilities and equities 
aleng with the resulting income statements and balance 
sheet. The real strength of the NIF system lies in the use 
ox these acccunting concepts due to the wealth of manacenent 


tools that gc along with the systen. 


E mduscrisl (organization, the supply of raw 
Hi So oertora ase Job Is critical to its success. 
Mel. Supply Support, both costly delays and 
dissatisfied customers are encountered. To help insure the 
smooth flow of supplies, most NIF activities will have a 
Material Department in their organization that performs both 
the required liaison with the Navy's supply system and 
ae rect crocurement. The Material Department also 
accomplishes the inventory function, operates snovs stores 
and follows up on material requisition. The necessity for a 
gocd Material Department cannot te over empnasized because 


Ot the different type oí material support required by a NIF 
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Betivecy as opposed to a more normal naval activity. 
Paramount tc the success of material support is the 
supply/NIF organization partnership that DUST cect. 


Without this close working relationship, chaos will result. 
EC DIC ORGANIZATION AND SERVICES 


The PWC's are an essentially civilian operation with 
military leadership organized along standard guidélines 
provided by ۰ This means the success of day to day 
operations lies with the civilian managers and the success 
of long range goals and customer relations lies with the 
military managars. Each PWC provides the following services 
EE cost: 

۶ ۱۳۰ ۲۲۳۰1838666 ٣ 

EN scu v planning 
.  Zngineering estimating or services 


"00۰۰ 2 


2 
3 
4 
5. Emergency or service work 
6. Maintenance 

7. Repairs 

5۰۰۱۱۹06۴112 3 ٥ 

CUNA y services for fleet units 
Ie generation or purchase 
MO VE IIE, distribution 

12. Transportation services 

IE sportdtrion repair 

14. Housing operations or services 


Ms Nar rrOnc servicos. 


DK. CCST COLLECTION 
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The success or failure of any NIF operation rests with 
Mis abDIMW:ty to properly collect costs. If improper costs 
are collected, then improper rates are charged with 
resuitant errors in cost reimbursement. This becomes even 
memes Critical under Tate stabilization when poor cost 
determination cannct be correctad by a rate change. Each 
ier ACtivity has its own cost accounting system that employs 
the accrual basis of accounting, double entry bookkeeping 


and a cost estimating systen. 


Two important managerial objectives are achieved by a 
en 


iene determination oz the full cost of the product or 


service and 
2. Management control of cost center operations. 


PHC's use a job order costing system wherein each 
ENCuSspt Of “direct and indirect cost is collected and 
lacreased by an amount of applied overhead. These costs are 
collected separately for each job and are the basis fo 
mil he customer. Overhead costs are divided in 
production and general and administrative costs to assist in 
Bhel-  ccntrol. The PWC NIF handbook provides guidance on 
collecticn and development of the various elemerts of cost. 
Peer 3] 


E PWC BUDGETING 


Every NIE activity aust prepare input to the annual à-11 
EET c se the DoD budge: for all industrial fun 
activities. This budget fulfills the requirement of keeping 


ETN dS Of Command apprised of NIF operations and prevides 
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as tem) concerned that the industrial activities are 


operating within targets. 


The PNC's also prepare a financial and operating  tudget 
using the same data. It is a plan of expected expenses, 
Encomne and financial condition for anticipated levels of 
Work. Ihis budget is intended for use as a management tool 
by the PwC. Besides serving as an operating guide to decide 
on mix of operations, it also allows management to evaluate 
Performance through variance. No industrial activity can 
Operate successfully unless it has a realistic operating 
budget. 5” ۰۲۰۰۰6 ٠٘ 123110115 would arise when 
attemoting to pmogect rates, Manpower requirements, 


a 
۶۰۲1۱393685 and required physical resources. 


The importance of the aA-11 Budget cannot be over 
emphasized. As RADM Travers, the Deouty Director of Budget 
Buc nepcrts, department of the Navy, stated to all PWC 
Cemmanding Officers during a recent corporate management 


workshop: 








-—qOtivities. Customer activities should complain to 
major claimants if adequate £unrds are not received. [Ref 
107 


Peete COE OLDER PROCEDURES 


O A A ee ee A eo CO PR o eas aD eb O E. ee ee PU MED —< 


w ngene Service (E/S) authorizations arə issued to 
aves Sois requiring up to sixteen (16) man-hours of labor. 
O 


aa ion tas to AE smount Of material which 
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can be used. However, under NIF regulations, any material 


over $5 will be direct costed against the customer. 


Mincr Work Authorizations (MWA's) are orders to the 
production shops to perform specific items of work requiring 
no more than eighty (80) man-hours of labor. There is no 
Wait cn the amount of material which can be used on a job. 
MWA's and E/S's are both assigned pre-established custcmer 
OL Order numbers and are serialized for individual 


۴17۶13۴1 ہت 


Job Orders‏ ۲1833604 2> 3۳79 یک5۰ 


۰٠۰۰۰. ۴۶بت ت٠٦۲ >۶ ت‎ 706 nature such as janitcrial, 
snow removal, street sweeping, etc. will be authorized by 
Mee Ot a Standing Estimated Job Order. These wiil be 
prepared by the Maintenance Control Department and will be 
funded by the customer each quarter. Standing Estimated Job 
Orders are not limite as to the amount of Labor and 


Material for which they can be written. 


Bon, Ot ag One Tine nature (non recurring) which 
excesds the limits for either an E/S or MWA will be written 
AS pe curo Job CICcer. 5-5767 ۶7 ت٣٦٣٦‎ ders allow the 
Greatest amount of control since each one is assigned a job 
number and costs are accumulated on each job individually. 
Syecific Job Orders may be accepted by the Public Works 


Mer and CUS oner as ora of txo Kinds: 
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ase Cost Reimbursable 


En Ce SEDE O! The job is difficult to define 
and/or there are many variables, a Specific Job Order will 
be written and accepted on a cost reinbursable basis. In 
these cases, the customer agrees to pay the full costs of 


the job even when they exceed the original estimate. 
E. Fixed Price Agreements 


erenn kinds Of jobs can be so accurately 
estimated that the PWC and customers will accept the iob on 
a <tixed price basis. On these jobs, assuming the job is 
funded tefore the estimate has become outdated and that the 
scope or the job does not change, the customer pays the 


@er1ginally agreed upon price. 


36۲7739 7523 nornally funded prior tc the 
commencement of work with the exception of the standin 
Betiñatea jeck order which is usually funded quarterly, in 
advance. The only exception to this occurs when the 
Ccmmanding Cfficer of the PWC issues a Commander's Order to 
er Torn che work. This happens under certain "emergency" 
Ecundicsope wnereby the customer provides a Written promise 


EO or were “unas to the PWC. 


Eilling of the customers occurs at regular 
intervals. Bailing periods longer Than Monthly ars rare 
Because CRIS requires too muck working capital to sustain 
operations and the customer needs current information as to 
Eu ini0c3232 conártion. Shorter than monthly billings are 
HE crc because additional billings reguire more PHC 


overnead, i.¢. more clerks or overtime. However, Snorter 
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Peering periods are allowable if the local corpus is 


depleted and requires early reimbursement. 
H, BIE CUSTOMER RELATIONS 


Nor matter ROW it is done, each NIF activity must 
establish a system of customer liaison that will bridge the 
gulf of misunderstanding surrounding NIF operations. This 
System canrot be solely a Commanding Officer's problem or as 
mime ule case Of a PWC, the Activity Civil Engineer's (ACE's) 
Enopteme For success, it will require the support of every 
NIF activity employee from laborer to the engineer. It is 
go dizrerene then a private organization selling a product. 
mae PWC AGE is the middleman for successful liasion. He is 
normally a military officer who can relate to customer 
IES and is assigned a billet in the PWC organization. 
From this vantege point, he submits customers work requests, 
insures follow up, insures proper funding, provides material 
Status and does anything else required to keep the customer 


Satistied. 
ie. beater STERILIZATION 


As a result oz favorable top management analysis, 
implementaticn of rate stabilization commenced on 1 July 
Wyse tor all DoD industrial funded activities. [Ref 9] The 
w o ication for implementation of rate stabilizaticn was 

ve customers of industrial fund activities a 
firm price for goods and services that would not change in 
6ہ .رجہ تی‎ 4a budget year, thereby allowing the customer 
eeen eve his planned program. The essence of this ccncept 


meee sec forth by an Assistant Secretary of Defense 
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(Ccmptroller) memo to the Assistant Secretary of the Navy 


fm dated 4 August 1975 which said, 


"Rate stabilization neans that each activity will 
escabiisn a set of fixed rates based on its 
aopreved budget. The rates will be used to bill 
all customers for the goods and services they 
receive from July 1, M97 "Mero september 30, 
1976. The rates may be expressed as costs per 
cmo Manila Unit of outout; unit of input; or 
any cther manner which best suits the nature of 
the effort. An activity may have as many rates as 
C aa ay tS organizational Structures and 


EDS diversity of workload. The rates will 
encompass all overhead costs, labor acceleration 
direct labor and direct materials. . .A waiver of 


the requirement to include direct materials in the 
Base,  SuLrUeLuUre X 11ات2۰‎ ب٣۹‎ 1 Usage 
mos unpDredrictabpie and not “adaptable to. the 
eype OL Standard pricing techniques now employ 
Dean se stock runds. . .Fund activities Shou 
begin immediately to set up such a system and 
adjust their charges to customers accordingly. 
corversion of ADP systems 1S a delaying facto 
bills should be prepared by hand until the new A 
<2. 5 Out into oreration.! [Ref 9 } 


On Het t-O 
igs thO (Qaod 


A waiver exempting direct material from the rate 


Stabilization program was granted for PWC's. 


of rate stabilization are relatively‏ اڈ ہبرجت .و 
Simple. Seven to nine months prior to the commencement of a‏ 
Em uo :oscal year, the industrial activity publishes a rate‏ 
Schedule for services it provides. Once established, this‏ 
Br sehsaule cannot be changed by the industrial activity‏ 
mring the course of the fiscal year. The 1672600‏ 
aetıyysias then use this schedule to prepare their- budget‏ 
mer the fiscal year. If the customer receives all the‏ 
Aa she budgeted for, then he can buy all the services‏ 

IX If +he 


planned because the cost of these services is fixed. 
Ms toMer does not receive all the dollars Ltudgeted, as is 
generally the case, he can effectively manage knowing the 
EE ONU dr ous services will not be changed during tae 


comerse Ot tas year. 


m dg pesincdus-rial fundins concept an activity manager 
m 


provides a service to his customer, then bills tae customer. 





The activity manager uses his corpus to pay his exfenses 
incurred, and the customers! payments reimburse the corpus. 
BDO to Gate Stabilization, the manager could control his 
various rates throughout the year so as to adjust his 
accounts to a Zero year-end balance. After rate 
Stabilization, the NIF manager must now absorb anv cost 
fluctuations within the corpus, establishing a break-even 
Manning horizon for three years in the future. Since the 
customer rates established in the budget preparation phase 
ar< the ones that must be used during the execution phase, 
mue activity manager must closely scrutinize all factors and 
Bomces which may in any way affect his costs during this 


future phase. 


EL ADVANWEAGZS OF RATE STABILIZATION 


Advantages can be summarized from the points of view of 
Aca yy (in general), the customer activity and the 


٠. ت‎ ۶131 activity. 


1 


hs ade ha lL and overriding advantage of rate 


tJ 


EEUU Eos is that, with all other factors hald constant, 
the Navy can plan and budget into the future, knowing that 


HEceuvsces budgeted for can be accomplished if th& dcllars 


are authorized by Congress for these services. This, cam, 
allows achievements of advertised levels of readiness ٥ 
Bere chtps afd aircraft and real property nai ntenance. 

yvement and fleet readiness, 


Diese TWO actors, progran a 
€ 


E 
== exoressed best by RADM Travers when he said, 
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A 








"It permits the customer to achieve his budgeted 
program which was developed in large measure based 
upoh certain operational commitments levied om hin 
by National 5-002 76165 ۲ DON "The: progran 
promlides "the "Navy' a management capabilit: 
nerstofore unavailable Eo effectively an 

eas plan the depot maintenance workload." 

ef 


As a result, rate stabilization allows the Navy +o 
Maintain an infinitely improved image before Congress. It 
is no longer necessary to justify cost increases and 
inflationary pressures to Congress in order to explain 


Aires in achieving program objectives. [Rei 19] 


D. Pam Saa ll Fund Wertsvity Customers 


A AE oe ee س مف‎ -a a u EO a امم ت ی ج سس‎ rw ee 


The advantage to the customer is the same as the 
Eautage to che Navy. On the micro level each individual 
activity desires to achieve its planned program. It does 
not desire to see precious maintenance funds devoured by 
Bate increases in utilities. Additionally, knowing that 
rates are stapilized removes much or the guess work from 


meyegeting. [Rez 27] 


ee —— ee NN e > =a ae ee ae‏ —- ےل 


. 


Adzantauges =O NIF activities are identifisd DY 


Several quotes Iron RADY Travers as follows: 


Du ae civiles vill now De committed to a 
stable financial plan fof the entire year wit! 
respect to revenues and ea nes... ..thelr 
execution can be measured against this stables 
Financial plan to determine variances and, more 
782-۶۶6۲۰17 the reasons or these 
varı'naee=z.2,..wmersased ۲ at QuE 
A MVA tes by virtue of the new progran 
Sca OU Ref 7] 


' 


Bea strand) ızar son the cost estimating rate, in 





2m et, Becomes the billing rate. Therefore, Las 








Under the previous 
system the best personnel were collecting costs, which is 
not very exciting and did nothing to stimulate better 


Management. [Ref 21] 


Under the previous system, customers were billed and 
costs collected on actual work performance, i.¢., actual 
hours worked and the only way to measure productvity was to 
laboriously determine variances of actual costs versus 
Dlanned costs. Now that the estimating rate is the billing 
rate, 2 ۹2٦ becomes a direct measurement and 
determines whether gains or losses are generated. [Ref 21] 
Rate Stabilization will provide new management 
Mecentivas to the N agers. It will require additional 
long range planning and adherence to planned operating 
budgets. when faced with these facts, better management 
+9, and reduced overhead ٥ہ ت6‎ should. r=zsyule. 
Management attention will also be directed to the market 
place where the NIF manager will now analyze carefully both 


E UDI and demand of his product. [Rei 21] 


AREST TABILIZAITION 
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Disadvantages can be summarized from the same points of 


View. 


às a program de 


7 
Management, no aajor Jisad 
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Bewer any factions concerned with rate stabilization. In 
Meetn research by the authors also failed to identify any 
disadvantages to overall Navy objectives. Caution must be 
excercised, however, by the Department of the Navy (DoN) 
industrial fund managers to preclude the depletion of the 
corpus Navy wide. Sufficient safeguards exist in the 
reporting structure to alert managers of dangerously low 
corpus levels. However, on a Navy wide basis, it is 
expected that gains or losses from the aggregated NIF 
deti viies will balance out. DON managers must be able, 
nevertheless, to recognize adverse trends in the corpus and 


be prepared to implement corrective actions. 


The disadvantage of rate stabilization to customers 
results from NIF managers inherent thinking that profit is 
better than loss. As a result, NIF managers will prcbably 
tend to be conservative in developing Future rates, 
Mmeeultipg in a possible disadvantage to the customer of 
Opportunities foregone. In other words, dollars budgeted 
for and received by the customers could go into NIF activity 
profits through conservative rares, rather than achieving 
their intended purpose of overhaul, repair and maintenance. 


Mer 23) 





One of the biggest disadvantages On rate 
stabilization to the NIF activity is the requirement for the 
E minaret to rethink his corporate attitude. The  NIF 
E 
E 


u 
< 
Ul 


(D 


m as criginally established to take advantage of time 
Er. 


tūneri 


yate industry management ordo. Since 


ct 
(D 
In 


iD 


نہ 

Qu 
uy 
= 


u 


u 


t of rates in response to cost increases ls tie 


A 





standard business approach, rate stabilizaticn goes against 
tne NIF manager's training. [Ref 21] 

Because Of Sethe’ three year time cycle of rate 
stabilization, any positive management actions taken by a 
NIF activity Commanding Officer will not generally be 
e zed during his tour of duty. Therefore, the basic 
Mey ceoloOgical incentive orf seeing the fruits of one's labors 
18 removed. [Ref 21,23] 


. q 


Another disadvantage that must be considered is the 


pao ` 


retraining required of industrial fund financial managers to 
een terns ot long range planning. No longer can the 
Ny ty cemptrollers think in terms of quarter to quarter 
Aang to achieve zero profit, rather, they must lock up 


Æ hree yars in the future. [Ref 21] 


٠تو‎ 3۲ problem to the Public. Works Center (BWC) 
ager is the extreme difficulty of forecasting many 
arent customer requirements. SNIP and arca st 
ed at system command headquarters 
ance to allow realistic planning. 


manding Officer must deal with many 


3 <S 


5 f customers from air stations to 
commissaries, and ship-to-skors utilities to Area Audit 
Service light bills. As the PWC customer activities change, 
so does the area of maintenance concentration, making long 


range (three year) planning extremely difficult. [Ref 23] 
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III.  BUDGETABY INPLICATICNS OF THE BATE STABILIZATION 


LLL RODUCT ION 


TCD. stated objective of tbe rate stabilization 


Program was to improve the budgeting ability of both +he 


(D 


euetomers ard the managers of industrial funded activities. 
mer 7j] Te the cate stabilization program is to accomplish 
this and enable the customer ‘activities to budget more 
effectively, it must be shown that the budget data is 
developed with a firm knowledge of the number of units of 


output required through the course of the year. 


This Chapter will review the data available frem the 
PHC, San Diego, to evaluate the effectiveness of the 
Dpdgeting prccess. The PWC budget, in this respect, will be 
considera as a surrogate for the aggregated customer 
activities of the PWC. This is a valid assumption, in that 
the PWC must consider the requirements cf all its various 
e@romers in its evaluation of anticipated revenues and 
development cf overhead charges, and to ensure Sufficient 
resources are available to support the total requirements. 


[Ref 21] 
20 IDAN IFICATION OF MEASURA3LE DATA 


objecetively review the Dudgerting ability of‏ ہ۲ ٘ بی 


NJ 
W 





am activity, 








The PWC San Liego provides a myriad of services to its 


customers. Bererences IT through 18 and 21 indicate that 
Many of these services are readily identified with a 
discrete measurement of output. However, in many cases, 
ISS to customers are based upon input (resources 
Eocuned),- rather than upon output realized. The following 
IS a review of each of the major service categories 8ًع‎ 
Dy the PWC, to demonstrate whether or not it lends itself to 


gecascrezte output analysis. 


Pow mic lin nepais and Penovation Services 


IN CUJBECnIS category £s a significant portion of 
mos cuscemers' budgeted dollars, it does not lend itself to 
a discrete output measurement. Costs are figured on the 
number o? direct labor hours required and charges are maie 
mE he number o: direct labor hours provided. Reviewing “he 


budgets and operating statements [Ref 11 througn 13] anc 





through interviews [Raef 21], 








cepere output. Similar jobs may be found to require 
Icy diferent numbers of direct labor hours 

many factors, ک‎ 065 aszsorkına  cCondlc-Lon>s, 
the center and other relevant racter,, 
s budgeted in this category will not be 
5 e ani 677+ bus will De 


= 
addressed EET Chapter IV as part of the management 
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2. Transportation Services 


EEE mir d —— «ED A‏ ےم ‪ےہ 


luceDWCEODerates amb Navy motor transport i9 the San 
Diego area and leases the vehicles to its customers. Lease 
charges are computed on an aggregate of time, mileage 
maintenance required and type of vehicle. Since the PC and 
customer activities do not discretely identify the source of 
Bas to mileage or other factors, discrete comparison of 
Made eo execution in this area cannot be made. [Ref 11 
esrougn 19] 


ThA PWC acts as a central clearing house for all 
echt, hea 


detivities, The PWC either purchases or manufactures the 


z 
t, Water and power requirements to its customer 


Speer Utlitcy and distributes it to customers. It is in 
this arsa that discrete units of output may be identified. 
The budget of the PHC identifies certain requirements for 


O 
ca water cash etc. in discrete units of 


is 


Steam, 3 
measurement and identifies a proposed total cost or revenue 
TOT sach 3ت‎ 007 ST ۰ ۹ 1 Reliable 
der TINI ON of the budget units is necessary in order to 
flect the overhead charges which are to be 
h ANO Ned. Fur nerc, ENI OE Sar 

she PWC reflect the number of units 
ivered to, or consuned by, its customers during 
the a g period and the actual charges made for those 
quantities ass, ۰۹۹7۶٣٦ 


50-23-0 asautiiitjss 1S the only 
BE lS this discrets input/output measurement, utilities 
Will se used to analyze the budgetary iapl 


a se aciliization program. 
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EN TNERCT UPON CUSTOMER BUDGETING 


Figure 1 identifies the major utility services provided 
E Gne EWC to its customers. AS data in =r Youre wale 


extracted frcm references 11 through 18, has been analyzed 


for FY 75, PY 76, and FY 7T. MIMOS ONES, 
year without rate stabilization. While FY 7T was only one 


auazrer, the trends of improvement should be noticeable. 
The data presented are percentages by which the end-of-year 
totals differed from the amount budgeted, so as te remove 
any prejudice which may be ascribed to end-of-year figures 
being over cr under the budgeted amount. The data are 
presented for the discrete units of utility service as well 
as the dollar amounts, so both requirements determination 


and the costing of those requirements may be observed. 


Appenäix A provides a more detailed analysis and display 
of data than presented in this chapter. The analysis in the 
appendix, hcwever, is liaited due to the unavailability of 
ES CEI acta for portions of FY 77. The data is  disrlayed 
2E chc eertual units and actual dollar requirements, both 


budgeted and expended. The appendix then evaluates the data 


in a unique fashion tc develop an overall  tudget 
effectiveness ‘index' for each fiscal year. The index 
represents the percentage of deviation that the actual 


end-of-year results were of the budgeted figures. This 
concept, as presented in Appendix A, should prove valuable 
tc comoare rY 77 with the previous years, as well as using 


the index to compare other future years. Further, in that 


the index considers all the various factors involved with 
budgeting and planning effectiveness, it is proposed as a 
standard to te used in comparing the budgeting efforts of 
one year with those of another year. The indices for Ff 75% 
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FY 76 and FY 7T are displayed below: 


YEAR DEVIATION FROM BUDGET 
[EOS ben os 

FY 1976 10.94% (rate stabilized) 
Er 0 2.20% (rate stabilized) 


The extreme change in water and sewage in FY 76 nay be 
somewhat attributed to a program of correcting water meters, 
which led to an increase in measured volume. When combined 
with an unexplained heavy demand, a significant deviation 


rrom the planned amount occurred. [Ref 16] 


The FY 7T deviation in compressed air reflected an 
increased demand caused by a high volume of ships in port. 
Mer 17] Other than the above exceptions, the ranges of 
ances were fairly similar during the three years 
coustrating no improvement in the. ability to forecast 


quantities. 


However, an interesting observation may be made by 
comparing rescurces predicted to dollars budgeted. There is 
ho apparent direct relationship in the FY 75 quantity to 
Gcllar variances, in that while AC electricity usage 
Heu 45v 35.2%, ebne custoners' costs deviated by only 1.0% 
and while steam usage deviated by 6.14%, the customers! 
eS G=oveated by 13.4%. Comparing FY 76 and 7T quantities 
to dollars, however, a direct relationship may be observed. 
This direct relationshio of usage to costs would appear to 
permit custcmer activity commanders to more efiectivel: 


۹ 


manage rescurces during the execution of the buddet. 
Accordingly, while rate stabilization has not  proviie 
customer activities a means to better predict resource 
peugspements, ic has enabled them to more accurately pred: 


2۰۰۰۰٠۰٢ ancsal impact of various courses of action. 
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D. IMPACT UEON PWC BUDGETING 


Epeeeguinraing the NIF activity to establish its rates as 
much as 19 months in advance of the beginning of the year, 
rate stabilization issues a significant challenge to the 
predictive abilities of the NIF activity managers. The 
ncs ocWING denonstrates the difficulty of this prediction 


task. 


Inziare 1975 and early 1976, the PWC San Diego conferred 
with the ranagement of the San Diego Gas and Electric 
Company to determine what rate structure the ccmpany 
amejcıaacred during FY 77. In addition, federal government 
representatives attended California State Public Utilities 


Commission hearings on rate adjustment requests by the San 


Diego Gas and Electric Company. Other relevant factors 
considered while predicting rates included renovations 
required to the PHC eiectrical distribution system, 


anticipated wage scales for FY 77, overhead allocation rates 
and the estimated amount of electricity that would be 
bought. These factors and others were pieced together to 
establish an estimated cost to the PWC of $66.00 per million 
۰ nour (akwh). However, as FY 77 began, many planned 
rate adjustments were not approved py the PUC and rebates 
oM x" roscharges Were made by the company. As a result, 
۰۰۰.٠٠٦ ہہ ت‎ has found its costs for AC electricity 
to be considerably iess than expected during FY 77 to date. 


Pees yXPSence 25 Shown in Figure 2. [ref 23, 24, 25] 
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Insaddition, Figure 2 displays an analysis of costs to 
the PWC for other utility services for FY 75, FY 76, FY 7T 
AMO Y 77 through March 1977. In that the amount of the 
Meatity purchased or provided is a factor in determining 
ll COStS, the cost to the PWC per unit of the utility is 
displayed. Costs for each fiscal year are analyzed as 
budgeted or predicted cost per unit and actual cost per unit 
and the percentage variance is shown. The data shown have 


been computed from references 11 throuch 18. 


iEn NEL UNE DETOT to rate stabilization, any cost 
adjustments could tbe passed on to the customers so as to 
Mee S| the effect upon the NIF corpus. During that year, 
SLE ences ranged from 2.6% to 27.4%. In all areas, 
except fresh water and comeressed air (or about 10% of tae 
doc o dae), "actual costs were less than 090178 
resulting in savings passed on to the customers. 


» 


In FY With the implementation of rate stabilization, 


~] 
O OW 
= 


probiems 6 3 in Che 5ک "65ے‎ ۶17606007 While the 


variances werze less volatile than FY 75, ranging from 2.9% 
4o 17.2%, the directions were changed. Approximately 845 o£ 
tne budget experienced east increases, representing 
GPemeee tam tosses to the PWC of approximately one and a 
ee ran ton dollars which had to be absorbed by tne 
compus. [Ret 10] 

PY 1977 results, with the exception of compressed air, 
aid ETC budgeted Eigures by 2.7% to 22.0%. In all 
Eee con. fresh water, actual costs Were less than 
predicted. Under normal circumstances, this would have 
rS el El @ gain to the corpus. However, as part of the 
implementation program of rate stabilization, customer 
Ch < were levied at FY 76 rates. [Ref 12] Comparing FY 


Maa =teá cost to FY 7T actual costs, it may be observed 
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that in most cases significant increases 


Mem electricity 
unusual situation, 


[Ref 17] 


increases alone 


the PWC corpus experienced another 


were experienced. 
Mere 23%. Thus, due to the 
loss. 


A ac ia ll costs tor the first six months of operation 


dono: include 
the losses cf prior years, 
as shown 


customers. 


previous years, 


Im ٠.13۶1630 gain to 


precedented mid-year rate 


2۰۰۶ ےب‎ OL FicurS 2 15 to display a measure 


ES: -0 date of the PAC ar 


Aa e ot sufficient to draw 
attitude 


conservative mav 


anticipates the costs to be greater than actually occur. 


The variances are more volatile than 
Sain: Eom 40s to 32.537. 
actual costs were less than predicted. 
the 


ad +٣ 


adjustments charged the customer to offset 
so that rates charged to the PWC, 


in Figure 2, are different from those charged the 


the three 
Tnealnosesarı 
This resulted 
corpus and resulted in an 


approved by Do). 


predio COSTS, 
conclusi 


Sagnir icant 0 
whereby the 


be noted 


ی٠٠٠٠‎ analyzed, 26 rates were actually less tnan 
NE th 7 Of 9 lower in FY 75, 4 of 9 lower in FY 
HIE 0 yower in FY 7T and 8 of 9 lower in FY 77. This 
Bee foward conservatism is attributable to botn the 
۰ت“‎ ٥ة‎ to financial reports which show a loss to 
Aca aus and to the need to turn over che corpus 
ہی...3‎ 307 times a year. [Ref 21, 23, 24] 
mc SUMMARY 

The analysis presented in this Chapter (and in Appendix 
A from limited data available) demonstrates that the rate 
Stabilization program has met the goal cf enabling tne 
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customer activities to budget better for purchased services. 
v 
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IV. MANAGEMENT IMPACT FROM RATE STABILIZATION 


AT ۱۱۰۵۸۸ 0 0000 


The 0 1 Spacer rare Stabilization NIF 
Management was traumatic due, in most part, to lack of 
58۰۰۰ >٣ ٦73ط‎ ۶ all concerned. This initial trauma could 
have been lessened, had time permitted the following of 
preven guidelines for new system design and installation. 
These guidelines are set forth by Dr. Robert Anthony and 
f their text Management 


se [Ref 6] These 


Beamer Herzlinger in chapter 13 


0 
ou Fin تہ‎ ۹۶۶6 ۶ 2۰ "Orqanizatio 


| 


Guidelines are summarized below: 


1. PLANNING. Develop a plan for system design and 
ita lla tion, including a timetable and as careful a 


Statement of responsibilities as is feasible. 


2a ہچ‎ ORP OBJECTIVES AND ORGANIZATION, Diagnose 
ae a VES O1 the organization, the existing c¢cntrol 
s/s+en mine” existing Organization structure. mhis 
analysis may reveal defects in the existing system and 
organization succursum Part wetlecting ١135 
between the real cbjectives and the objectives as they are 
perceived By rhe 323072 on. It may lead to a 
Beogudanazaticn. | 

3” INVENTORY OF CURRENT INFORMATION. Examine tae 


existing sources of information. 
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4. DEVELOP THE CONTROL STRUCTURE. 
SE DEVELOP PROCEDURES. 


on TESTS Hest ele prOPOsed- structure and PeeceduWess, 
E TABI, in one part Of the organization. This provides a 
concrete example which is essential in educating peovle as 


to what the new system is all about. 


uo EDUCATION. Develop and implement an educational 


program. 


“1۶۳۰۰٦٦۷۸0٦1084. If feasible, run all or part of the 
new system concurrently with the existing system. AS soon 
as feasible, eliminate all obsolete parts of the existing 


system. [Rer 6] 


Meco ENS severe impact of double digit inflation, DoD 
Management chose to implement rate stabilization quickly, 
3۰.٠ eult>d =n 785307161908 preparation and lack of time 
for proper testing and evaluation of users. Rather than 
igplementing rate stabilization across the broad spectrum of 
all NIF activities, it would have been better to provide for 
a gradual build-up using valuable lessons learned along the 


Way. 


ICO. LOr Tollow-or@analysis would be to ٥٥6 
Chico rate stabilization was implemented with the 


text-boox method. 


Ecc un spite of its poor start, many strong 
management tools a EE 3 بح‎ have mew 
taken hold.  zesearc s indicate strong” acceptance 


DADO ca the PwC an 


ch 
O £ 


mers. The following sections 


I^ p = Fh 
rp: 


x, 


een ıs Charter 1 ra management impact on the 
5 


= 
O 
nu 


a 
Baımnesal riayers of the tabilization Jane. The net! 
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for evaluating management impact was done in the form of 
personal interviews at the various levels of management from 
Poreco PWC San Diego customers. These interviews were 
conducted jointiy by the authors on two separate trips, one 
to the Washington, D. C. area and one to the San Diego area. 
All interviews used predetermined questions, followed by a 
general discussion of the operating experiences to date. As 
each management ¡point is covered a reference will be cited 
at the end of the paragraph to indicate what interview 
Eee that particular point. No attempt is made to cite 
pes C quotes, but rather to extract the 00 ی٦‎ 


antormatlion contained in each interview. 


SE. IMPACT ON DOD 


Eee stabilization has given DoD personnel an 
mmtenesting private industry management tool in the fcrm of 


aee ey. In the foraulation oz sach fiscal year's 


Guidance to NIF activities, DoD can now make a survey of the ’, 





"ROS TS a dangerous evclution because of the many factor 
3 


any type of economic predicting but the st:‏ تین۔۰ ج۰۰ 
Presse re cocortunity to include inflation and other cost‏ 
pressures in future budgets. [Ref 19] The chief managenent‏ 
OT TEE to DoD is, however, that rate stabilization‏ 
assures the approving authority that if they authorize a‏ 
Spending program, it will get accomplishe providing O 0T‏ 


d 
Mon c inancial factors remain stable. [Ref 19] Because of 


this benefit, DoD's dealings with Congress are made 
o ess er. DOD is no longer placed in the untenacle 
Oommen cr CEASE Mot achieving planned pregrams or asking 
Bor: more dcllars because of increased cost or doing 


pusiness. 
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AbEmasisimniseyngzoupyesuchwaswallmpneust all Shipyards, all 
NARP'S, etc. For example, if a PWC losses 8 millon dollars 
during a given fiscal year, this loss will be recoversd in 
the third year by all eight PWC's, not just that one PWC. 
My tallacy is that this policy minimizes management 


incentive tc improve its individual performance. [Ref 21] 


EE onale by DoD in support of this uniform distribution 
of gains and iosses is to avoid lower rates at one activity 
thet might attract customers from an activity attempting to 
beeemomesior losses. [Ref 19] This is not a factor for PNC 
customers since they are bound by regulation to use their 
gecgraphical PWC for services. [Ref 1] 

Hire. reste letions, availability of skilled worker 
and work force grievances preclude any great redis 5 


or the overall NARF and shipyard workload. 
ewer ON THe COMPTROLLSR OF THE NAVY 


NAVCCMET feels that rate stabilization's most impcrtant 
ugiat it protects the customer's budget, with any 
Pemedurbetiens occurring during a fiscal year absorbed by the 


ieee omeus and not the customer's budget. [Ref 20] 


Anotner benefit perceived by NAVCOMPT is the inability 
u T 


th 


EP activity to adj SS Ea <S DEO CO cConrnencenent 


o oO 


J 
Fe fiscal year, thereby taxing the customer Tor 


0 th 


E 
llars he had no chance to budget for. [Ref 24] 


or 


۲١ 
4 


ct 
j- 
(n 


adsoP feliz by NATCOMPT that rate stabilization 
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forces inproved planning within a NIF activity. This is 
caused ty the need to explain variances and take immediate 


Hamagement action to bring them back into line. [Ref 20] 


Seen ene NES cospüus now absorbing budget perturbations, 
NAVCOMPT notes that increased attention is being focused on 
NIP activity by Navy's top management which brings added 


pesure om NT" managers to do well. [Ref 20] 


NAVCOMPT s2es rate Stabilization bringing about 
increased efficiency in NIF operations through better 
pame tiens or future workload. In the past, a NIF activity 
would olan fcr a certain level of production and then see 
this level decrease because of inflation. The new workers 
or machines cbtained for the planned level would not be used 
with a resultant increase in overhead and added pressure to 
increase rates even further. Under rate stabilization, a 
NIF activity can be reasonably assured that the planned 
level of production will be achieved because the customer 

ill have the funds to pay for all approved services. 
NAVCOMPT noted that no ship overhauls are being deferred 
E Socal ear as evidence ot this benefit. [Ref 20] 


One orovlem that rate stabilization has generated for 


OT 1S that adjustments to an activity-level rudget 
Continues or several months at the Congressional and 0 
level,  resuiting in potential changes in planned programs. 
ehl close coordination is reguired between OSD, 
MeO eT, Majcr Claimants, NIf customers and NIF activities 


de nog tals period., ¡Ref 20] 


De MT] ON THE “NAVAL FACILITIES ENGINEERING COHNAND 
Or BEE concern to WAVfAC is the previously 


gu 





mentioned uniform pay back of gains or losses. Under this 
concept a gain generated by a particular PWC will not be 
returned to the customers who provided the gain. It will be 
returned to all PWC customers around the world. This is not 
REM OC the custcmer who has realized a. loss in the 
purchasing power of his budgeted dollars. The customer must 
pcacilowed tO recoup his loss by having the entire 
Setter ited gain returned, not just one eighth cf it. 
However, the biggest fault NAVFAC perceives in uniform 
payback is the detrimental impact on management incentives 


as previously discussed. [Ref 21] 


NAVFAC is also concerned about the motivational impac- 
on its PAC managers. A feeling of hopelessness may be the 
result of beiag locked in for three years. Pn vot ner words, 


a management decisicn now could wait three years before it 


is proved or disproved. The PWC manager perceives no 
imaediate realizable benefit from rate stabilization. [Ref 
2 


ARIS 0 .ttcdct3gon otf rate stabilization is that if a 
gain is generated during a year there is no immediate way to 
Pat dara. That has to wait for two more years, 


which hampers relations with PWC customers. [Ref 21] 


NAYFAC recognizes “he nead to be conservative ín Tate 

stimeticn. Mel Tail tucnower 19 che corpus (2038750 
es ia ear) by the PNC's requires that they mininiz 

0 


Nl ٠ loss. (Ret 21,23] 


c 
ےد‎ 


Un 


MAVEARG also expressed concern that rate stabilization 
IDEE dsstrcy the economics of the NIF way of dong 


business. For many years the Navy has asked its NIF 
O 


(D 
t+ 
r1 


managers t 


* 


work toward zero profit and live within the! 
nich 


ct 


= 


ml orl, It is felt that rate stabilization i 


d 


i 
ps 
< 


Breds sche Management principles that have been so car<stu 
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built up to achieve this goal. 


On the positive side, NAVFAC feels rate stabilization 
will improve its managers by making them look much more 
closely at the market demand for their services. While this 
was addressed prior to rate stabilization, it was among the 
Mr fuetors censidered when formulating budget estimates. 
Now it must be of primary interest. Sy SON dormde Letter 
service should result because the PWC will be more familiar 


e euS cener needs. [Ref 21,247 
eeu | ON PUBLIC WORKS CENTER, SAN DIEGO 


mM o BNC, Tats stabilization provides for improved 
customer zelations. The customer knows that with rates 


constant, one variable is eliminated. [Ref 23] 


_ All levels of PWC management believe rate stabilization 
is a better way of doing business but they are especially 
Cerd WIEN the difficulties in predicting utility rates, 
because this is predicated on a number of primary factors 


co the PWC has no control. [Ref 23] 


Spemi scuE ning aspect Of operating with stabilized rates 
and a small corpus is the advent of unpredicted requirements 
after rates have been set. Almost any requirement added or 
Sukbtracted from the planned operation will cause a gain or 
loss to be generated. A loss means a strain on the corpus 
poa means bad publicity. This especially hurts PWC 
SEE me: as opposed to shipyards or NARF's, Decaws2 -he 
workload is much less structured and the number of customers 


many times greater. [Ref 23] 


Pet emetabiieeacion has caused a definite change, in the 





way PWC San Diego does business. The necessity of tetter 
long range planning is paramount. As a result, more overall 
PWC policy and guidance is imposed on departmen* heads to 
aid in planning and budgeting. Prior to rate stabilization, 
a departmental head did not have to consider overall PWC 
policy until it actually affected him since he could adjust 
succes if the policy dictated this to be necessary. [Ref 
24 3 


mee COMptroller organization at  PWCSD is strongly in 
favor of rate stabilization and has already identified a 
reduction in overhead costs of about one half million 
dollars for FY 77 as a result of more intensive management 
review cf overhead expense accounts. This reduction is 
M a attributable to the effects of rate stabilization. 


[Ref 24] 


Even though the detrimental management aspects of 
messen ravtack by the activity group did not personally 
5>. ۰6ت‎ PHCSD Comptroller, a significant problem was 
uncovered when discussing this subject. This evolved around 
the administrative burden created by uniform 237583۰ 
NAVFAC will have to expedite its analysis of gains and 
losses frem all eight PWC's and effect proper distribution 
Dn oc centers in time for them to get their rates to the 


customers for use in budget preparation. [Ref 28] 


ry 


DE ws GUSTOMER IMPACT 


Extensive interviews at many customer activities point 
DucetHe fact that for the most part the customer does not 
a 


cuate 4S the real benefit of rate stabilization. ٣ 


u 


do realize that budgeting has been made easier because cost 


aE TON, a constant. What is not ز2 مج ہے‎ 673267 ٣چ‎ 6 
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E@eorc unity to achieve full funding for PWC services, since 
their major claimants receive these funds on the basis of 
the NI? A-11 Budget. Therefore, if the customer input to 
the PWC is an accurate reflection of his needs and this 
requirement is carried forward in the A-11 Budget, then upon 
approval of the budget there should be no reason for a 
customer to be faced with a fund shortage for PWC services. 
This failure tc comprehend the true benefit of rate 
stabilization occurs because the major claimants present an 
image of level funding. As long as this image persists, the 
customer uses rate stabilization only to determine how much 
ce eS ten service he can have accomplished and net for 
overall planning and budgeting. Unless this image of level 
racing, tS Erased, the concept of rate stabilization will 
DON ۲٦۲۰٦۰ utilized. [Ref 27 through 32] 


Also apparent in the course of the interviews was the 
um Ethar "she customers relied almost entirely on PHC 
BER or lcal records to prepare their own budgets. This 
confirms that the PWC budget is an excellent surrogate in 


TS Ey for the customers budget. 
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SS CONCLUSIONS IN GENERAL 


1. The concern expressed by many of those interviewed 
that the integrity of the NIF management is jeopardized by 
mes. ebilization is unfounded. The principles of rats 
SRI TE on are Similar to those principles governing the 
OpFratıons of a regulated utility or transportation  ccmpany 
Ch CENO adjust its rates without the approval of a 
A Son. Ir time, it is expected that all NIP 
uu sr will adjust to this concept and rate stabilization 


will beccme the routine and accepted method of business. 


MOOG me s5lLCNS RELATZD TO 5 


fu 


ds Rat stabilization is an effective management an 


br 


۲1 


Le 
budgeting +ccl for Public Works Centers and their custone 


ACTIVITIES. 


2. Fiscal planning emphasis within PWC's must adapt 


from short term to a three year horizon. 


ar More emphasis in the form of strong leaders, 
kncwledgable [people and close management attention must be 
g 


ned to the fiscal planning responsibilities in tas 
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PWC's. 


meee ote costs the PC's use in estimating rates for the 
budget years are generally overestimated, leading to 
eonpoervatwye figures most likely to produce a gain to the 


Corpus. 


as Under rate stabilization, end-of-year operating 
Gains will probably be viewed more favorably by higher 
authorities than operating losses. Although understandable, 
this is contrary to the objectives of NIF management and 
pate Stabilization and will result in loss of sone 


purchasing pcwer by the over-charged customer. 


5. ٹ‎ ف۲۷٦‎ 05070715 RELATED TO CUSTOMERS 


۲۰۰۰٠. ٣٦٦٦326 ۴۲69 1 13 not improve the cust 
ability to estimate quantities of resources required 
given budget period. egurre nl indicated th 
Without rate staoilization, the ranges of — 


"ue gces were similar 


27 Rat 


(D 


stabilization has accomplished the objective of 


(D 


enabling the activity to more effectively manage funds DY 
establishin 


guene eS Of resources consumed =; 


g a constant, direct relationship .Detwesn 


costs. Figure 1 


$ 
2D 
fù 


E E that this direct relationship existed arter race 
Sa on, put not before. 

Ir Customer activities continue to receive Luüget 
G@iadance in the image of tlavel Fund 77752 Rate 





stabilization, to date, has therefore not helped the 
n 


O 
customer activities to obtain funding levels te mest 


increased costs. 


4. The image of level funding violates the spirit of 
Wiese tate stebilization concept and negates any budceting 


Benefits attributable to rate stabilization. 


Wee cIxminate the systen of uniform payback of gains and 
losses and require each NIF activity to stand on its own 
merits. NIS El Strengthen the incentive of local NIF 
managers to more effectively manage toward their operating 


plan. 


DI OE ment strict budgeting procedures through major 


San Eso )nsure that funds identified to rate stabilized 


O 


Melones ace passed correctly to the ultimate customer S 


that he is able to fund his planned prograns. 





APPENDIX A 


BUDGET EFEEGTIVENESS INDSX 


5۰۰۰۰۰۰۱۱۳۱۱۹۰ CUCTION 


ھ۶۰۰٦.‎ 5۶٤٥2۶727 addressed the budgetary implications 
of the rats stabilization program, it only oresanted a 
Micro" vie, or category by category evaluation. Chapter 
۰۰۰۰۰۱٠٠۲٦٠٢٣6 ourpose of rate stabilization as customer 
oriented: to permit the customer to execute the plan 
HILL 5edo rn the buúdgeting phase. It further pointed out 


the two-fold dilemma tc that problen: 


ye 


ilis The customer must be able to accurately predict 


(1 


I^ 
o ۸۵ 


resource requirements. Included in this is the ability 


@eveloo an effective plan for execution. 


2. The customer aust be able to accurately cost out his 
edicted recuirements, to ensure proper funds are budgeted. 
This appendix draws the data together for a  'macro' 


mw co the question: Does the rate stabilization program 
enable the customer activities to budget more effectively? 
2-٠٠٠. eo this question is provided in a single 6 
which represents the percentage of deviation that actual 
results wer of budgeted figures. Both aspects of the 
guestion abo aze considered in the deveicpment of tas 


3 


Ace sness index'. 


رت 





52۰۰۰۰۶۶۹۸۰۸۸۸۰۹ AS A SURROGATE 


This appendix, as does Chapter III, uses the utilities 
Enon CF the budget for its analysis, as that portion 
exhibits a measurability in units and cost per unit, beth in 
Acta gecing and in the execution phases. Further, the 
53-000721۲٦1۹5 iS Made that the utilities is sufficiently 
representative of the overail PWC funds that the 
effectiveness index developed represents the aagregated 
customers! budgets for PWC related areas. 6 ٦٣ 
develoved rationale supporting this generalization; 


additional ratiounale is provided below: 


1. Measurability 


Nct only are the utility requirements programmed in 
discrete, measurable units, but these requirements may be 
estimated by proven techniques. A building of a certain type 
construction and of a certain number of square feet will 
2-۰7 ECS much energy to heat and cool it. Using factors 
such as fleet size and programmed fleet operations, an 
estimate ort power requirements to ships in port may be 
determined. Further, overall base (۹ ٦ age of 
pud etc, “ill pernit a sound estimate of all utility 


requirements. 


Basically, the expenditure of e is 
relatively uncontrollable. BY const, +he other 
categories considered (overhaul, repair, renovation and 
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teEspsportation) are morem Controllable than. utilities. 
Decisions may be made by a command that, in order to reduce 
expenditures (or to stay within budget), less planned 
maintenance will be performed in a given year. The 
requirement does not disappear, but gets backed into 
Subsequent years. On the other hand, a rational decision 


Cannot be made to not use a kilowatt hour of electricity. 


merous Other factors affect the consuapticn of 
Uciticles, but by and large, these are beyond the control of 
ue custcemer. 


- 


A. Weather 


aay De possible co predict nature, but it 

cannot yet be controlled. The study of PWC San Diego almost 
naa ZS this factor, as its climate is one of the most 
stable cf any area in the United States. However, 
deviations from established weather patterns will directly 
£fect the consumption of energy needed for heating or 
Steiger ae current est coast drougat condition further 
affects the need for fresh water. As these natural 
Snenomena occur, there is little a customer can do but react 
Dy heating or 29 or Watering as conditions 


necessitate. 


Utilities are state controlled nonópbelies, 
approved (dictated) 59-1۰:۱0 116۰7 5 
e 


sicns. Mer GOSS (Sa, "ersectricity) 81 ٣۳۷ 


t 
(D 
rt 


S 

oe he tremendous increase in petroleum costs. 

aers (and PwC's) cam cce con Ol costs by Snop 
N 


EMEN ou alternarive is Selz production, as P: 


A‏ ® تا 
n E‏ 
o Uu‏ 


٭ھ۲ 


doss with steam. However, costs of raw matéria:s 


iD 


Ul 
Cb 
El 
Pu 
I^ O 


eT cl. S mpact the price of output. Since tne OSY 
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appropriations are a fixed amount, variances which occur in 


utility costs must be absorbed by other O&M budgeted 
categoriss. 


En Conservation 


A 


Conservation conscious commands have been  abie 
to reduce their utility consumption rate. However, the 
direct results of conservation are not seen by the fellow 
۳۰۰٦۰۰ د5ب‎ tas thermostat or turns the lights off cr on, 
but by the fellow who pays the bill. Utility conservation 
programs often grow old quickly as people become tired of 
being cold or hot, or working in darkness. Pile cet ny 
reductions achieved by conservation measures are ultimately 
incorporated in the estimating formulas, so a few years 
later, budget estimates directly incorporate them and any 


'savings' effect is negated. 


3, Percentage of Overall Budget 


ce SS Pe SE ero eS wee -— سے ص بے موی — ج‎ 


TE ItIliLi ISS ars a significant portion of he 
DENN EHC Services to customers. In the years analyzed, 


hg -ocoudarised the following proportions of overall >uCc 


budget: 
FISCAI TOTAL 
"3333 UTILITIES BUDGET PERCENTAGE 
1975 $1057 312/500 2, 0 275 
1975 18,170,500 61,619,813 29.53 
1977T 02 2S 0609 9 28.4% 
o ۹۹ 0ی‎ gos ۶ 45.8% 


a+ IE ASC ın Y 117 was Jue s ME 
E 


© 
radical change in AC elect 








E EFFECTIVENESS INDEX 


۷ ٣٦٢ 2۲۹82۸07 ہ6‎ 2 2" 7543687" ۴90 26560.63 the percentage of 
deviation that end-of-year results are cf the 
planned/budgeted figures. hie | 1 + + quantity 
planning estimates and budgeted dollars. in order to 


develop cne such figure, a relationship must be developed 
between budgeted and actual results, between quantities and 


casis and anong the various utility services. 


1. Quantity to Dollars 


ڪڪ 


nile the objective of the rate 5 1 7 108 
program is to permit the customer to execute his olan, it 


Camnot be done without adequate funding. Quantity planning 


ct 


figures تہ ہت - ج52‎ an activity's best estimate of its 


Scnsumpemon for the year. The amount of dollars budgeted, 


however, Té ects not only costs of the estimated 
consumption, but dollar ceilings imposed DY higher 
AMOO ties. further, whiles no direct ramifications occur 


Eran activity consumes more than estimated, over-obligation 
cds results in an R. S. 3679 violation. With these 
considerations in nind, an arbitrary weighting of 40% is 
Aaa o Le quantity factor and 60% is assigned to the 
funds analysis. After the analysis is performed and the 
index is generated, ar uncertainty analysis is performed to 


test the validity of the assumption. 


cov A COE EG سے کے‎ 


Bcth the quantities and the funds are analyzed as in 
Steers III. DN Id deya opad iS a Tarlo GE ene 


difference between the budgeted and actual to the budgeted 





AQUI es. Aossprezsentregsänzchapter IIT, this ratio doses not 
consider whether the actual results are more or less than 
the budgeted amount, but rather how closely the results 
approximated the budget. Therefore, the smaller the ratio, 
Es mE. the results are to the budgeted figures. In the 
equation a 'Q' represents the quantity factor, an 'FrF' 


represents the funding factor. 


Since the final figure represents the entire 
utilities budget, each utility service is weighted according 
MO ce 9 06 proportion of the total utilities budget. 
While Chapter III displays the average percentage each 
pee wma CL tue total utilities budgets for FY 75, PY 76 
em bis appendix considers each year separately. 
Further, since it 1S impossible to evaluate BTU's of steam 
de ovat t tours Of electricity, or to gallons of water, 
the proportion that the budgeted dollars for each service 
3 تت2‎ تت٣‎ 177777125 budget will be used as the 
NcOghtsng factor. Born =xanple, in FY —75,— the amount 
budgeted Tor steam was $3,965,000 of a total budget of 
$14,732,600 for a weight of .270. A 'W' represents the 


nejcheimg factor in the equation. 


کے aen‏ ہی ےک تن ee‏ 


Using the foregoing factors, a relationship for each 


Fh 
b 
pa 


^ 
-— 


cal year is developed. The final sum is multiplied >y 


۳٣۰۰۰٠٠٠ ےب‎ ۶ to a percentage figure: 





Effectiveness Index = 100 (.4Q + .6F) W 


| budgeted quantity - actual qguantitv| 
where Ç = —— س‎ 





budgeted quantity 


| budgeted funds ~- actual funds expended] 


izj 
۱ 


u > en 


and 





budgeted funds 


In this equation, the lower the Index, the closer 


ehe actual results are to the budgeted estimates. 


Figures 3, 4 and 5 display all the pertinent data 
ron ECO D LSEY J6 and-PY 7T respectively. Based upon that 
Gata, the e 


e Ctiveness index, computed for each year, is 
displayed below: 





Eoee NSS ENDEX (Percentage of Deviation That 
Actual Results were of Budget) 
BY 75 = 6.07% 
FY 76 = 10.944 (rate stabilized) 
pum O (rate stabilized) 


Be was not analyzed, due to the inability to 


HEIN. Decir‘c quantities projected through the first six 
O 


E وہ ریم‎ III, no specific ‘conclusion is 
oresented. dente ninel that FY 76. Was the first year of 
le Uenentacicn c= rate stabilization, tke results ame 


Meee preted as 52ing not extremely out of line. From PY 7T 
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NE however, it appears that rate stabilization is 
Prove ding an improvement in the customers! budgeting 


aonni ties, 


Drafted with the proportions the way they are, the 
Befecriveness Index slightly favors the non-rate stabilized 
dae since the weighting factor '83' is based on dollars and 
HE - output quantities. Further, the proportion between 'Q! 
UON NW Ctaxors the funds ratio, 'F', by 205. TO test the 
SEDEM ry GE the Index, it is computed using different 


ratios Of O to F, and is presented below: 


1 232 SE 

YEAR 40:60 20.70 100:0 

1975 6.40% 8.01% 8.80% 

1976 10.94% 11,03% VOTS 

OT 2.20% 2.24% 2.33% 
The above results show that by varying the 
TE MNE O the outaut criteria, 9, the Index for rate 

ro 

years shows only minimal increases, while the‏ ا کر ےت 
Mome=stabiiized year jumps by over one-third. This is‏ 


interpreted that rate stabilization, oriented at customer 
prcgrzam accomplishment vice budget Soas ralat; “as 
successful toward that end. This statement, however must de 


cushioned as it is based on PWC data as a substitute Zor 


SUS OME dete. The problems identified in Chapter Y 
related to the individual customers! inability to really 
۶2و۶‎ 2 7٤+٦ recuirements is still an uncertainty in this 


analysis. 


0 





Dee SUMMARY 


TiemencuySis Of FY 75 performance predictably shows good 
results, since the PWC has the experience of operating that 
way for many years. The interesting aspect is that, in 
Ce ٢۰ص<ت. "ہی‎ ۶1۴3۲ try, not only did rate stabilization 
show good results, but came close to FY 75 performance. As 
aac added indication that this was no fluke, FY 7T's results 
wee Berter that FY 75's, albeit only for a three month 
period. Analysis of the entire FY 77 data should prove 
ES worst, rata stabilization budgeting is as good as 
pre-rate stabilization. Therefore, given the wide spectrum 
NEUE dceusH.c benefits accruing from rate stabilization, it 


should bs aprroved for continued use. 
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